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CENTRAL INTELILIIGENCE AGENCY
11 Januvary 194%

INTELLIGRNCE WEMORANDUM NO. 119

SUBJECT: Inflationary Tremds in Germany

1. The wags-price disparity and the diversion of production cnd
money imto irregular chamneis have produced serious inflationary srupioms
in west Germany. A study of the situation leads %o the concloslionl that
unless inflation is chacked in the near fubture tho following will
probebly result: (1) The growing dissatisfaction of the splaried and
laboring classes with their low purchasing power wiil create Jdewawls for
relis? ia the form of controls or higher wages. (2) The prssemt non-
Copmunist trade unions must lead or threatem strikes Lo sacurs thaie
demands, or loss membership to the Commmists or extrems Rightists. (3)

" An increasing percentage of business will be transacted through blsck
market chammels and through illagal trede with the Bast, to the detriment
of western power efforts to effect esconomic and political stability.

{(4) Production, already begimning to level off, will deeline =8 lahor
unrest mounts. Lack of German coal and steel will hamper accomplishuent
of the Eurcpean recovery program. {5) A1l of the condlitlons existing
prior tc currsncy reform will reappear attended by heightened distrust
of the western powers' ability to corresct them. {6) West Geormeny, which
has zchieved satisfactory economic progress in recent months, will becone
a greater Tinmancial burden fo the Unlted States, and even lses recspbive
than st prosent to US policies.

2. In support of the above conclusions, certain obssrvatlons are
pertinent, Slowly growing inflstion in west Germany {eince currensy
referm) threstens to impsde the considerabls progrees the region hus
made tovard economic recovery, resultent politiesl stability, and
inereased industrial production vital to ECA.

The following factors have contributed to the inflationery spiral: |

a. Supply continues to lag behind deowand in comsumer goods and
basic commoditiss. Removal of controls at the time of currency roform
meant that the Cerman economy, in order to preveat rising pricus, was
Porced +o satisfy through increased cutpud not only current shortages,
vt also the asccumulated shortages regulting from wer Josses. Dasplte

\ considerabls progress, German production, handicapped by inefficient»
E methods, high cost of raw msterials, and power shortases, hss besgua Lo
Document Noewal of ' of output necessary to kesp prices down.
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bo Since currency reform the drain of capitel from western
Germany to neighboring countries and to the l.ast hag been accelemteda
Thisg capital drain is in three formee

{a) a part of regular exports, profits on which are used
by exporters to buy deutsclie-marks choaply (thus to
lower Germen production costs and resultant export
prices) rather thon making %aem available tc the Cermsn
economy for the purchase of foreign goods. The deutschew
marlks are purchased on the fwiss foreign exchrange
norket at the rate of 800,000 a day, priced nz low
ag six ecents ingtead of the »fficial thirty conhagh

{b) large quantities of smugglol and barteved gocds
trenamitted via illegal chainele to neipghboring
arers;

(e¢) reporations which, regardless »f principles involved,
tend to have a depressing effect on the economy through
removal of caplisl equipment.

So As wnges lag behind prices; los3 of :cal wages hes de-
creagsed confidence of working and salarlied classes in the cuvreney.
Sinee currency refurm there has been one wage inercnge of 15 percent
while prices have rigen about 40 percent. Labor divsonbent over lost
purchasing pover vill force the mon=-Comrminist labor wiions to demand
higher wages lest the dissatisfied members look elaevizre for relief,
German labor has refrained from strikes in the hope thnl currency reform
would bring price-wage atability. If such stability ir uet achieved
by spring, Germen labor can be expected to cause difficvlties for the
western occupylng povers.

Go Gernan officlals are not enforeing such priswv controls as
remain, nor are they enforcing regulations governing com::iity delivery
and distribution. Even with production reported (Nave:*zbf* 194E) at 75
percent of the 1936 level, hosrding and the black market live resppesred.
Not only are commodity delivaries insufficlent for doimestic purposes, hut
shortages also continue to depress export sales designed to nay for need—

ed imports.

# The initisl depreciation of the deutsche-wark or the Sulss ¢cshange
was not effected by German Iack of confidence in the currenc). The
depreclation, which took place at the time of currency refors, was caused
by or with the connivance of French occupatlon authoritiscs whe exchanged
relchsmarks in their possession for deutsche-marks at tem timns the legal
‘ rate, and sold immense quentities of the cheaply aaaﬁr@d denigche-marks
‘ in Switgerland.
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8. CGerman govermmsntel offlices have not responded to efforts
of the occupation powers to force reductions in staffs and expsnditures.
A decrecage of employees in one agency is countered by increasec in others.
The growing obligations inocurred by the states comstitute a serious-
drzin on west German finanees, and thus an inflationary pressure.

f. Business morale and practices, in the past closelw
regulated by the state, have deteriorated, Despite recent improve-
menta, tax evasion 1s common. Concerns deliver goods without rendering
killa and without entering the transactions on the bocks, Thuz, the
markup on items passing from producer to consumer is sometimes as high
as 100 percent, no portion of which acerues to the government, Similarly,
individual income tax evasion hag sssumed such proporticns thet sn
egtimted 1/3 of collectible revemse has been logt 4in thie mormers
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